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Economic  Gains  from  a Practicable  Unmerger. 

On  May  29,  1922,  the  U.  S.  Supreme  Court  decided  that  in  addi- 
tion to  being  in  violation  of  the  provisions  of  the  Pacific  Railway 
Charter  Act  of  1862,  the  Southern  Pacific  Company  ownership  or 
control,  lease  and  operation  of  the  Central  Pacific  Railway  Com- 
pany was  in  violation  of  the  Federal  Anti-Trust  Law  of  1890.  It  was 
the  judgment  of  the  court  although  reversing  the  decision  of  the  dis- 
trict court  of  Utah  that  the  above  was  an  attempt  to  restrain  and 
monopolize  and  that  there  was  actual  monopoly  in  restraint  of 
trade,  and  as  such  was  against  the  public  interest.  In  recognizing 
the  problems  involved  in  the  severance  of  the  closely  interwoven 
Central  Pacific  and  Southern  Pacific  properties,  especially  about 
San  Francisco  Bay  and  on  the  lines  extending  between  Portland 
and  San  Francisco  a plan  for  joint  and  common  use  was  recom- 
mended. 

In  September,  1922,  the  U.  S.  Supreme  Court  denied  to  the 
Southern  Pacific  a rehearing  of  the  case  and  the  order  was  made 
ready  for  the  U.  S.  District  Court  at  Utah  to  proceed  with  the  un- 
merger of  the  properties.  In  the  meantime,  there  developed  a con- 
troversy, first,  as  to  the  carrying  out  of  the  unmerger,  and  secondly, 
as  to  the  ultimate  disposition  of  the  Central  Pacific  to  some  other 
system  like  the  Union  Pacific  with  which  it  connects  its  main  trans- 
continental stem  at  Ogden,  Utah. 

One  or  other  of  the  parties  to  the  controversy  have  presented 
their  various  arguments  at  some  length,  through  literature  and  in 
person,  before  practically  any  and  all  bodies  and  groups  of  shippers, 
business  men,  state  commissioners,  chambers  of  commerce  and 
transportation  clubs  along  practically  the  entire  Pacific  Coast  and 
well  into  the  Middle  West.  In  the  financial  and  governmental 
centers  of  the  East  representation  has  been  cared  for. 

It  would  be  needless  repetition  to  enumerate  all  of  these  argu- 
ments. But  for  purposes  of  impartial  review  solely  from  an  eco- 
nomic viewpoint  it  should  be  stated  that  those  who  have  opposed 
the  idea  of  unmerger  hold  up  the  inconveniences,  poorer  service, 
financial  difficulties,  and  general  disorganization  of  an  efficient 
merger  of  properties  which  has  been  as  one  for  practically  fifty- 
two  years.  On  the  other  hand  it  is  pointed  out  that  it  is  a matter 
of  record  in  the  case  decided  by  the  Supreme  Court  that  this  is  a 
monopoly  in  restraint  of  trade,  creating  a very  unsatisfactory  con- 
dition of  trade  in  less  developed  sections,  that  military  and  economic 
arguments  prove  that  the  Central  Pacific  main  line  should  be  a 
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first  rate  line,  and  that  the  unmerger  is  practicable.  As  to  the  ulti- 
mate disposition  of  the  Central  Pacific,  while  there  has  been  some 
attempt  to  show  it  should  be  made  independent,  in  view  of  the 
plans  of  the  Interstate  Commerce  Commission  to  group  the  rail- 
ways of  the  United  States  into  a limited  number  of  large  remuner- 
ative through  systems  hereinafter  described,  the  main  argument 
has  been  around  the  question  of  the  Union  Pacific  getting  control 
of  the  Central  Pacific. 

The  case  is  now  before  the  Interstate  Commerce  Commission 
for  ultimate  disposal,  the  Transportation  Act  of  1920  making  possi- 
ble this  development.  The  following  are  the  words  of  the  Act: 

“The  Commission  shall  as  soon  as  practicable  prepare  anti 
adopt  a plan  for  the  consolidation  of  the  railway  properties  of 
the  continental  United  States  into  a limited  number  of  systems. 
In  the  division  of  such  railways  into  such  systems  under  such 
plan,  competition  shall  be  preserved  as  fully  as  possible  and 
wherever  practicable  the  existing  routes  and  channels  of  trade 
and  commerce  shall  be  maintained.  Subject  to  the  foregoing 
requirements,  the  several  systems  shall  be  so  arranged  that  the 
cost  of  transportation  as  between  competitive  systems  and  as 
related  to  the  values  of  the  properties  through  which  the  service 
is  rendered  shall  be  the  same,  so  far  as  practicable,  so  that  these 
systems  can  employ  uniform  rates  in  the  movement  of  com- 
petitive traffic  and  under  efficient  management  earn  substan- 
tially the  same  rate  of  return  upon  the  value  of  their  respective 
railway  properties.” 

“When  the  Commission  has  agreed  upon  a tentative  plan,  it 
shall  give  the  same  due  publicity  and  upon  reasonable  notice, 
including  notice  to  the  Governor  of  each  state,  shall  hear  all 
persons  who  may  file  or  present  objections  thereto.  The  Com- 
mission is  authorized  to  prescribe  a procedure  for  such  hearings 
and  to  fix  a time  for  bringing  them  to  a close.  After  the  hear- 
ings are  at  an  end,  the  Commission  shall  adopt  a plan  for  such 
consolidation  and  publish  the  same.” 

“The  carriers  affected  by  any  order  made  under  the  forego- 
ing provisions  of  this  section  shall  be,  and  they  are  hereby  re- 
lieved from  operation  of  the  ‘antitrust  laws’,  and  of  all  other 
restraints  or  prohibitions  by  law,  state  or  federal,  in  so  far  as 
may  be  necessary  to  enable  them  to  do  anything  authorized  or 
required  by  any  order  made  under  and  pursuant  to  the  fore- 
going provisions  of  this  section.” 

Under  the  direction  of  the  Interstate  Commerce  Commission, 
Prof.  W.  Z.  Ripley,  of  Harvard  University  prepared  an  elaborate 
report  in  which,  in  the  transcontinental  field,  he  placed  the  Central 
Pacific  with  the  Union  Pacific.  The  Interstate  Commerce  Commis- 
sion made  public,  August  3,  1921,  its  tentative  plan,  giving  simply 
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the  groupings  without  comment  in  which  it  differed  from  Prof. 
Ripley  and  retained  the  .Central  Pacific  with  the  Southern  Pacific. 
It  seems  evident  that  if  the  Commission  had  adopted  Prof.  Ripley’s 
grouping  of  the  Central  Pacific  with  the  Union  Pacific  the  pending 
case  before  the  Supreme  Court  in  which  the  Southern  Pacific  stood 
as  the  existing  possessor  would  have  been  prejudiced.  The  proper 
thing  to  do  in  view  of  the  fact  that  the  plan  was  to  be  tentative  was 
to  retain  the  system  as  it  was. 

But  looking  into  the  merits  of  the  case  on  the  basis  of  the  pro- 
visions of  the  Transportation  Act,  it  would  seem  the  Supreme 
Court’s  decision  at  least  as  to  merger  should  be  carefully  weighed. 
Pronouncements  by  members  of  the  Commission  have  already  been 
made  to  this  effect.  The  Act  provides  that  the  Interstate  Commerce 
Commission  in  preparing  its  plan  “competition  shall  he  preserved 
as  fully  as  possible,  and  wherever  practicable  the  existing  routes 
and  channels  shall  be  maintained.”  Inasmuch  as  the  Supreme  Court, 
aware  of  this  later  Act  superceding  the  Anti-Trust  Law  of  1890, 
said  that  in  this  case  of  the  Southern  Pacific’s  control  of  the  Central 
Pacific  the  effect  “is  to  suppress,  or  materially  reduce  the  free  and 
normal  flow  of  competition  in  the  channel  of  interstate  trade”  there 
is  some  force  in  the  opinion  that  the  Supreme  Court’s  decision  must 
be  considered.  Both  bodies  are  in  effect  considering  the  same  prob- 
lem, the  preservation  of  economic  competition  as  fully  as  possible. 
Ever  since  the  Supreme  Court  adopted  the  “rule  of  reason”  in  mat- 
ters of  combination  in  restraint  of  interstate  trade  it  has  allowed 
at  times  reasonable  combinations.  It  is  not  committed  to  a policy 
of  unlimited  competition.  There  is  nothing  in  the  nature  of  the 
hearings  before  the  Supreme  Court  in  this  railway  case  or  in  the 
grounds  of  the  decision  which  conflicts  with  the  spirit  of  the  Trans- 
portation Act. 

On  the  other  hand  the  principle  of  the  consolidation  plan  is  to 
be  that  of  a balanced  competition  of  through  remuneration  systems 
maintaining  as  far  as  practicable  the  normal  and  existing  chan- 
nels of  trade. 

Taking  the  legal  side  of  the  question  as  to  how  tar  the  Inter- 
state Commerce  Commission  must  consider  the  Supreme  Court’s 
decision  we  quote  from  the  quite  recent  analysis  of  the  unmerger 
case  by  Doctor  Stuart  Daggett,  Professor  of  Railway  Economics  at 
the  University  of  California  and  author  of  the  recent  work,  “The 
History  of  the  Southern  Pacific.” 

“Inasmuch  as  the  Transportation  Act  of  1920  does  not  repeal 

the  Sherman  law  of  1890,  not  even  with  respect  to  railroads,  it  is 
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the  judgment  of  well  informed  legal  authority  upon  the  Pacific 
Coast  that  the  Central  and  Southern  Pacific  Companies  will  be 
compelled  to  unmerge,  the  provisions  of  the  Transportation  Act 
notwithstanding  and  in  spite  of  the  possibility  that  the  Interstate 
Commerce  Commission  may  ultimately  approve  a merger  of 
these  two  identical  roads.  Yet,  if  the  Transportation  Act  does 
not  repeal  the  Anti-Trust  Act,  it  does  make  provision  for  con- 
solidations upon  approval  of  the  Interstate  Commerce  Gom- 
mision  and  in  accordance  with  a plan  which  the  Commission  is 
directed  to  make  out;  although  such  a plan  might,  in  the  absence 
of  special  permission,  be  contrary  to  law.  Thus  it  will  be  possi- 
ble for  the  Central  Pacific,  once  dissociated  from  the  Southern 
Pacific,  to  apply  to  the  Interstate  Commerce  Commission  for 
permission  to  reconsolidate  with  this  company  if  it  so  desires. 
This  is  a round-about  method  of  securing  approval  for  an  exist- 
ing consolidation,  and  one  quite  impossible  to  justify.  Perhaps, 
however,  even  under  present  conditions  this  Central  Pacific 
stock  may  be  placed  in  escrow  pending  action  by  the  Commis- 
sion. If  this  is  done  much  embarassment  may  be  avoided. 

“As  a matter  of  fact,  there  are  three  possible  solutions  which 
may  ultimately  result  from  the  decision  of  the  Supreme  Court. 

(1)  The  Interstate  Commerce  Commission  may  grant  to  the 
Central  Pacific  permission  to  unite  once  more  with  the  Southern 
Pacific.  Should  this  he  the  final  outcome,  the  only  importanl 
effect  of  the  Supreme  Court  ruling  under  the  Sherman  law  would 
be  that  the  parties  would  be  compelled  to  justify,  upon  economic 

““‘“'grounds,  the  conditions  which  existed  before  litigation  began. 

(2)  The  Interstate  Commerce  Commission  may  refuse  permission 
for  a renewed  union  of  the  Southern  and  the  Central  Pacific,  in 
which  case  the  latter  company  must  embark  upon  an  independ- 
ent career  or  combine  with  the  Union  Pacific.  (3)  The  most 
likely  outcome  of  the  adverse  judgment  by  the  Interstate  Com- 
merce Commission  upon  the  application  of  the  Southern  Pacific 
to  reunite  with  the  Central  Pacific  would  be  a recombination 
of  the  route  from  San  Jose  to  Ogden  with  the  Union  Pacific  Rail- 
road. Under  the  anti-trust  law,  there  are  some  difficlties  in  the 
way  of  such  merger,  for  the  Union  Pacific  already  controls  two 
lines  to  the  Pacific  Coast  which  in  some  measure  compete  with 
the  Central  Pacific.  Yet  the  Supreme  Court  intimated  in  the 
Union  Pacific  merger  decision  of  1913,  that  it  regarded  a com- 
bination of  the  Central  Pacific  and  the  Union  Pacific  as  legiti- 
mate. In  view  of  this  sugestion  and  of  the  clear  economic  ad- 
vantage which  would  result  from  placing  the  central  transcon- 
tinental routes  under  a single  control,  it  is  probably  correct  to 
assume  that  the  Central  Pacific  will  ultimately  either  remain 
with  the  Southern  Pacific,  as  at  present,  or  unite  with  the  Union 
Pacific.  That  is  to  sav,  the  three  logical  solutions  may  be  re- 
duced to  two,  eliminating  the  possibility  that  the  Central  Pacific 
may  remain  independent.” 

A review  of  the  case  from  the  broad  public  viewpoint  first,  and 

second  from  the  interests  of  the  undeveloped  section  of  the  Pacific 
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Northwest  convinces  the  writer  that  Professor  Ripley’s  plan  involv- 
ing the  carrying  out  of  the  Supreme  Court’s  decision;  the  linking 
of  the  Central  Pacific  main  Ogden  transcontinental  line  with  the 
Union  Pacific;  arrangements  as  to  common  or  joint  use  of  Central 
and  Southern  Pacific  lines  and  properties  around  San  Francisco, 
the  maintenance  of  the  north  and  south  haul  between  Portland 
and  San  Francisco  under  Southern  Pacific  control  involving  possibly 
a long  lease  of  the  Central  Pacific  properties  between  Tehama  and 
Hornbrook;  and  the  granting  of  common  user  privileges  on  South- 
ern Pacific  lines  from  Eugene  to  Portland,  Odell  and  Coos  Bay  so 
as  to  make  a Union  Pacific  line  across  Oregon  feasible,  first,  would 
be  good  public  policy;  second,  is  practicable;  third,  would  better  ex- 
isting business  conditions;  and  forth,  would  provide  more  ade- 
quately for  future  transportation  development.  The  bare  outline 
has  been  indicated  in  the  above  statements  as  implicit  confidence 
is  placed  in  the  ability  of  the  Interstate  Commerce  Commission  to 
work  out  the  practical  details  of  the  unmerger. 

Upon  this  disposition  of  the  Central  Pacific  the  Southern  Pacific 
has  sought  by  almost  every  known  means  of  publicity  to  stop,  charg- 
ing that  such  would  be  an  extremely  dangerous  monopoly  of  the 
far  Western  business  in  the  hands  of  the  Union  Pacific.  An  im- 
partial study  of  the  facts  irrespective  of  glaring  posters  and  maps 
in  red  will  show  several  sufficient  answers  to  this. 

In  the  first  place,  in  1913  when  the  Southern  Pacific  attempted 
to  dispose  of  the  Central  Pacific  to  the  Union  Pacific  and  did  actually 
work  out  terms  of  the  agreement  Mr.  Sproule  testified  that  the 
Southern  Pacific  would  not  be  hurt.  The  Southern  Pacific  would 
not  be  in  the  “lion’s  maw.”  Instead,  as  he  showed,  the  alliance  of 
the  Central  Pacific  to  the  Union  Pacific  would  increase  competition 
with  resulting  improved  service.  The  Central  Pacific  formally  an 
ally  of  the  Southern  Pacific  would  compete  instead. 

In  justice  to  the  case  of  the  Southern  Pacific  it  should  be  stated 
that  while  Mr.  Sproule  in  1913  thought  that  the  Southern  Pacific 
would  not  suffer  greatly,  that  the  sale  of  the  Central  Pacific  would 
provide  ready  money,  that  the  Southern  Pacific  would  be  relieved 
of  heavy  expenses  for  improvement  of  the  Central  Pacific  prop- 
erties, and  that  the  Central  Pacific  under  another  control  would 
share  terminal  expenses,  there  have  developed  other  conditions 
since  1913.  Of  course  there  is  the  claim  by  Mr.  Sproule  that  in  1913 
he  testified  under  duress.  We  need  not  enter  into  that  for  there  are 
sufficient  reasons  to  show  a somewhat  different  situation  for  the 
Southern  Pacific  now  than  in  1913. 
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Since  1913  the  Southern  Pacific  as  the  most  southerly  route  has 
been  subject  to  very  keen  competition  with  the  Panama  Canal.  On 
the  other  hand  it  may  seem  that  the  Central  Pacific  part  of  its  prop- 
erty feeling  this  competition  to  a much  smaller  degree  on  account 
of  being  at  the  same  time  more  northerly  and  the  direct  route  for 
l ast  Oriental  and  Pacific  Coast  shipments  is  a much  more  attractive 
property  than  in  1913.  Furthermore,  the  rise  of  the  lumber  traffic 
from  Western  Oregon  and  Northern  California  for  shipment  over 
the  Central  Pacific  to  the  markets  in  Utah  and  surrounding  states 
still  further  changes  the  case. 

At  any  rate  if  the  Central  Pacific  does  show  up  as  an  attractive 
property  now  its  earnings  should  not  be  used  to  make  up  losses 
on  other  parts  of  the  Southern  Pacific  system  in  view  of  question 
of  public  policy  to  be  raised  in  the  following  pages. 

Whatever  the  outcome  of  the  case  it  is  the  claim  of  the  writer, 
in  view  of  consolidation  plans,  the  Southern  Pacific  wall  be  well 
taken  care  of  by  nature  of  its  strategic  positions  on  the  Pacific  Coast 
as  a gatherer  and  distributor  and  as  a leading  transcontinental  line 
with  superior  Eastern  connections. 

I.  The  immerger  is  good  public  policy  consistent  with  the 

Transportation  Act. 

First,  we  take  it  to  be  sound  economics  that  other  things  being 
equal  an  existing  short  line  should  receive  proper  physical  develop- 
ment and  set  the  rates. 

While  recognizing  that  rates  in  America  as  nowhere  else  are 
based  largely  on  value  of  service  violating  the  distance  principle 
yet  it  has  long  been  recognized  by  economists  that  cost  of  service, 
taking  into  account  distance,  has  a large  part  to  play  in  acting  as 
a check  on  both  unduly  high  rates  and  unduly  low  rates.  Rates  must 
meet  at  least  the  out  of  pocket  expenses  in  transportation.  The 
Southern  Pacific  by  its  policy  of  diverting  traffic  to  the  long  round- 
about route  to  the  middle  west  and  east,  while  completely  utilizing 
the  existing  plant  it  has  in  the  Sunset  route,  has  taken  traffic  away 
from  the  direct  and  shorter  and  at  the  same  time  the  existing  plant 
of  the  Central  Pacific  by  way  of  Ogden.  That  is  not  economic.  It  is 
true  that  the  direct  route  of  the  Central  Pacific  sets  the  rate  but  on 
the  other  hand  if  given  a greater  traffic  density  it  could  lower  the 
rate  and  benefit  the  public  thereby  and  it  can  be  shown  to  benefit 
the  Southern  Pacific.  The  Southern  Pacific  would  have  released 
to  it  the  unlimited  solicitation  of  business  for  its  Sunset  route  on 
which  it  gets  100%  of  the  revenue  from  the  haul  instead  of  having 
to  maintain  the  Central  Pacific  lines  on  which  it  gets  a small  share 
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by  the  Ogden  route  when  it  has  to  divide  with  the  Union  Pacific 
and  lines  further  East. 

Ripley  says,  “Another  advantage  of  the  Central  Pacific  unmerger 
concerns  provision  for  the  future  of  the  Central  Pacific  Railroad 
developed  fully  up  to  the  physical  standards  of  the  Union  Pacific 
and  the  Chicago  and  North  Western  to  constitute  a prime  trans- 
continental route  through  the  heart  of  the  United  States.  It  is  not 
alone  that  through-train  schedule  by  one  company  could  be  made, 
or  that  through  rates  and  billing  could  be  established,  but  also  that 
ample  investment  should  be  made  in  double  tracking  and  all  of 
the  other  instrumentalities  necessary  to  a first  class  line.  While  the 
Central  Pacific  naturally  is  so  profitable  to  its  present  owners  it 
will  never  be  allowed  to  lapse  into  downright  neglect.  But  there 
is  a real  distinction  between  passive  maintenance,  even  at  a high 
standard,  and  a positive  program  of  upbuilding  and  development. 
It  seems  clear  beyond  question  that  an  undivided  control  is  desir- 
able to  attain  this  end.  No  consent  and  concurrence  at  every  point 
by  a company  in  possession  only  of  the  western  end  of  the  through 
route,  and  which  also  owns  and  is  more  largely  interested  in  oper- 
ating a competing  and  longer-haul  line,  should  be  allowed  to  pre- 
judice the  public  policy  of  the  direct  line  as  to  its  physical  develop- 
ment.” 

That  diversion  to  the  long  round-about  route  was  and  is  the 
policy  of  the  Southern  Pacific  with  the  probable  exception  of  the 
period  of  Harriman  control  1901-1912  is  corroborated  in  many  testi- 
monies in  the  case  before  the  Supreme  Court. 

A point  not  brought  out  in  the  government’s  case  against  the 
Southern  Pacific  but  one  admirably  treated  in  the  report  to  the 
Interstate  Commerce  Commission  by  Prof.  Ripley  and  one  vital  to 
the  shipping  public  of  California  and  Oregon  is  the  fact  that  for 
goods  destined  to  points  between  a line  somewhere  between  Chi- 
cago and  Pittsburgh  and  the  Atlantic  ports  there  is  the  same  rate — 
the  blanket  rate.  This  occurs  on  account  of  water  competition  and 
the  back  haul  inland  from  Atlantic  ports.  Obviously  the  Southern 
Pacific  will  take  everything  it  can  by  the  long  Sunset  route  for  this 
territory,  the  goods  going  to  New  Orleans  and  then  being  shipped 
by  water  up  to  Atlantic  ports  for  the  back  haul  inland.  The  Morgan 
Steamship  line  from  New  Orleans  to  north  Atlantic  ports  is  a South- 
ern Pacific  company.  The  Southern  Pacific  is  not  and  has  not  been 
soliciting  much  for  the  direct  Central  Pacific-Union  Pacific  haul 
for  it  only  gets  a small  share  of  the  revenue  by  this. 
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rI  he  delivery  of  two  and  one-half  times  the  number  of  tons  at 
Ogden  by  the  Central  Pacific  to  the  Union  Pacific  than  comes  to  the 
Central  Pacific  by  the  Union  Pacific  is  no  proof  of  the  Southern 
Pacific  adopting  a proper  policy  toward  the  short  route.  The  normal 
movement  of  east-bound  fruit  and  lumber  shipments  is  so  heavy 
as  to  be  even  greater  than  two  and  one-half  times  the  tonnage  mov- 
ing westward. 

The  case  of  diversion  from  the  short  economic  route  is  a mat- 
ter ol  clear  record  in  spite  of  all  that  has  been  said  to  the  contrary. 
The  United  States  Supreme  Court  in  its  decision  of  May  29,  1922, 
says : 

“In  the  instant  case  we  are  not  dealing  with  the  principle  in 
the  abstract.  The  proof  is  ample  that  the  policy  of  the  Southern 
Pacific  system  has  been  to  favor  transportation  on  its  line  by 
securing  for  itself,  whenever  practicable,  the  carriage  of  freight 
which  would  normally  move  eastward  or  westward  over  the 
shorter  line  of  the  Central  Pacific  Railroad  and  its  connections, 
for  its  own  much  longer  and  wholly  owned  southern  route.  This 
course  was  limited  by  an  arbitrary  rule  during  the  time  the 
Union  Pacific  dominated  the  Southern  Pacific  from  the  stock 
purchase  in  1901  until  the  so-called  ‘unmerger’  in  1913,  as  a result 
of  the  decision  of  the  case  this  court  in  the  Union  Pacific  case. 
The  compelling  motive  of  this  course  of  conduct  is  obvious.  The 
Southern  Pacific  owns  and  controls  the  southerly  route,  and 
receives  100%  of  the  compensation  for  freight  transported  by  its 
road  and  water  lines.  Over  the  Central  Pacific  route  it  receives 
but  a fraction  of  the  freight  because  the  Union  Pacific  with  its 
eastern  connections  takes  up  the  carrying  from  Ogden  to  the  east. 
Self-interest  dictates  the  solicitation  and  procurement  of  freight 
for  the  longer  haul  by  the  Southern  Pacific  lines.  While  many 
practices,  formerly  in  vogue,  are  eliminated  by  the  legislation  of 
Congress  regulating  interstate  commerce,  and  through  rates  and 
transportation  may  be  had  under  public  supervision,  there  are 
elements  of  competition  in  the  granting  of  special  facilities,  the 
prompt  carrying  and  delivering  of  freight,  the  ready  and  agree- 
able adjustment  and  settlement  of  claims,  and  other  elements 
which  that  legislation  does  not  control. 

It  is  conceded  in  the  brief  of  counsel  for  the  defendants  that 
‘it  is  true  of  all  such  systems  that,  other  things  being  equal, 
freight  is  preferentially  solicited  for  the  100%  haul.’  ” 

Secondly,  the  carrying  out  of  the  unmerger  and  the  uniting  of  the 
Central  Pacific  with  the  Union  Pacific  while  giving  the  Union  Pacific 
entrance  to  the  Northwest  by  tbe  Oregon  Short  line,  to  San  Fran- 
cisco by  the  Central  Pacific,  and  to  Los  Angeles  by  the  Los  Angeles 
and  Salt  Lake  would  be  in  harmony  with  the  spirit  of  balanced  com- 
petition contemplated  by  tbe  Transportation  Act. 
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The  tentative  groupings  of  the  Interstate  Commerce  Commission 
show  that  the  keenest  kind  of  competition  will  be  provided  for  Seat- 
tle and  Portland  by  the  St.  Paul-Great  Northern  consolidation,  the 
Burlington-Northern  Pacific  consolidation  and  the  Union  Pacific- 
Northwestern.  At  San  Francisco  the  Union  Pacific  group  will  have 
to  compete  with  the  revived  Western  Pacific-Rio  Grande  lines  under 
the  Santa  Fe  and  the  Southern  Pacific  will  have  lines  with  their 
connections  like  the  Rock  Island  which  are  for  many  parts  of  the 
Pacific  as  short  and  direct  as  the  Union  Pacific.  As  for  Los  Angeles 
it  will  have  the  Union  Pacific  against  the  powerful  and  remuner- 
ative Santa  Fe  and  Southern  Pacific  for  shipments  which  would 
by  distance  to  markets  mostly  go  by  their  lines.  It  is  to  be  empha- 
sized that  in  the  case  of  all  these  parts  the  traffic  flows  in  and  out 
from  territories,  in  many  cases  tributary  to  the  direct  connections 
as  proposed  by  the  Interstate  Commerce  Commission  greater  at 
present  and  in  potentialities  than  that  drained  by  the  Union  Pacific. 

Further  in  proof  that  the  Union  Pacific  will  not  merely  through 
entrance  into  four  Pacific  ports  dominate  the  coast  situation  it 
should  be  stated  that  before  a shipper  from  the  interior  can  export 
goods  he  must  book  space  on  the  ship.  The  keen  competition  of  the 
shipping  companies  in  the  trans-Paeifie  field  will  see  to  it  that  a 
sufficient  degree  of  competition  in  the  interest  of  the  public  will  be 
maintained  at  the  ports  they  happen  to  serve. 

But  even  in  regulation  by  the  Interstate  Commerce  Commission 
and  the  United  States  Shipping  Board  there  is  ample  protection 
against  dominance  of  the  Union  Pacific  if  given  the  Central  Pacific. 
In  the  first  place,  under  the  Interstate  Commerce  Act  it  would  be  a 
violation  of  the  third  clause  as  local  discrimination  and  in  the  sec- 
ond place,  under  the  Merchant  Marine  Act  of  1920,  the  United  States 
Shipping  Board  being  entrusted  to  work  out  with  the  Interstate 
Commerce  Commission  channels  of  trade  and  shipping  points 
would  have  something  to  say. 

In  harmony  with  the  provisions  of  the  Act  that  the  various  com- 
petitive groupings  shall  be  “so  that  these  systems  can  employ  uni- 
form rates  in  the  movement  of  competitive  traffic  and  under  effi- 
cient management  earn  substantially  the  same  rate  of  return  upon 
the  value  of  their  respective  properties”  Prof.  Ripley  has  shown  in 
his  grouping  of  the  Western  Pacific  and  the  Rio  Grande  with  the 
Burlington-Northern  Pacific,  and  the  Central  Pacific  main  stem 
with  the  Union  Pacific  that  this  would  be  approximated.  It  is  the 
claim  of  Prof.  Ripley  that  when  the  Interstate  Commerce  Commis- 
sion valuation  is  complete  there  will  be  a closer  approximation  in 
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the  following  figures  which  were  for  1917.  Furthermore  it  is  to  be 
noted  that  during  the  war  for  national  reasons  the  San  Francisco 
traffic  to  the  East  went  largely  by  the  Central  Pacific-Ogden  route 
therefore  raising  the  rate  of  return  on  the  proposed  Union  Pacific 
new  combination  and  making  these  figures  the  more  applicable 
to  the  conditions  as  they  would  be  under  these  consolidations. 


SYSTEM 

Road  and  invest- 
ment equip  meat 
per  mile  of  line. 

Percentage  rel  a- 
tion;  net  operating 
income  to  invest- 
ment. 

Union  Pacific-North  Western 

$67,656 

Per  cent. 

5.55 

Burlington-Northern  Pacific 

St.  Paul-Great  Northern 

64,403 

5.39 

61,304 

5.62 

Rock  Island-Southern  Pacific 

68,680 

4.69 

Santa  Fe 

65,582 

5.64 

Notice  that  there  are  two  systems  above  and  two  below  the 
Union  Pacific  in  earnings  per  mile  of  investment. 

In  the  fourth  place,  reversing  the  argument,  it  is  against  the 
spirit  of  the  matched  and  balanced  competition  contemplated  in 
the  Act  that  the  Southern  Pacific  should  have  a practical  monopoly 
of  the  gathering  and  distributing  trade  on  the  Coast  when  at  the 
same  time  it  is  a leading  through  transcontinental  line  with  con- 
trol of  half  of  another.  It  can  gather  and  distribute  and  at  the  same 
time  enjoy  the  long  haul. 

It  has  been  suggested  at  various  times  since  the  controversy  be- 
gan that  the  Central  Pacific  main  properties  be  made  independent 
and  should  act  as  terminal  roads  for  most  of  the  transcontinental 
roads.  Such  a plan  might  be  feasible  if  the  traffic  originating  on 
the  Central  Pacific  were  not  so  largely  of  a bulky  nature  with  a low 
revenue  per  ton  mile  on  which  the  Central  Pacific  gets  but  a small 
share  when  divided  with  the  long  transcontinental  lines.  The  rev- 
enue per  mile  of  line  would  not  justify  this  special  treatment  of 
the  Central  Pacific.  Furthermore,  it  should  be  noted  that  the  same 
condition  would  exist  then  as  was  shown  to  exist  in  the  various 
Union  Pacific  and  Southern  Pacific  unmerger  cases  before  the  Su- 
preme Court, — the  lines  all  the  way  along  to  east  of  Chicago  would 
have  less  interest  in  looking  after  and  caring  for  this-  traffic  on 
which  so  many  divisions  of  revenue  had  to  be  made  with  the  result  j 
not  only  of  poorer  service  hut  diversion  of  traffic  to  the  Atlantic 
and  Gulf  ports  on  which  a larger  percentage  of  haul  could  be  ob- 
tained and  the  sending  of  the  goods  around  the  Panama  Canal. 
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Instead,  recognizing  the  arguments  for  good  public  policy  con- 
sistent with  the  Transportation  Act,  the  Ogden  line  should;  be 
linked  with  the  Union  Pacific  but  on  account  of  the  fact  that  the 
Southern  Pacific  as  the  more  southerly  route  has  to  meet  the  keen- 
est water  competition  through  the  Canal  it  should  be  allowed  to 
retain  its  north  and  south  gathering  trade  from  Portland  down. 

As  Ripley  puts  it,  “Panama  competition  will  certainly  increase, 
and  the  round-about  transcontinental  routes  can  hardly  be  expected 
to  hold  their  own  unless  afforded  every  encouragement.  To  take 
away  the  Portland  traffic  also  or  even  a goodly  share  of  it,  in  addi- 
tion to  the  loss  of  such  part  of  the  Central  Pacific  traffic  as  will  be 
diverted  by  the  new  arrangement,  would  be  manifestly  unfair.  This 
is  peculiarly  true  in  view  of  the  competitive  strength  of  the  Union 
Pacific  and  the  Burlington  as  disclosed  by  our  statistical  exhibit 
of  1917.  Southern  Pacific  competition  throughout  Oregon  and  up 
into  Washington  should  probably  be  left  undisturbed.  It  is,  there- 
fore, finally  recommended  that  these  Oregon  lines  remain  in  the 
possession  of  the  Southern  Pacific-Rock  Island  system.” 

For  these  several  reasons  it  is  urged  that  there  will  not  be  this 
dangerous  monopoly  spoken  of,  that  rather  the  spirit  of  the  Act 
will  be  provided  and  thus  the  public  interest  and  that  of  the  South- 
ern Pacific  will  be  amply  protected  and  taken  care  of. 

II.  Without  doubt  one  of  the  chief  objections  to  the  unmerger 
has  been  the  disturbance  generally  in  transportation  of  the  closely 
interlaced  properties  of  the  Central  Pacific  and  Southern  Pacific. 
In  other  words,  it  has  been  strongly  asserted  by  the  Southern  Pacific 
that  the  unmerger  is  impracticable  without  the  expenditure  of  great 
sums  for  duplication  of  lines,  terminals  and  equipment.  So  it  has 
been  represented  that  the  Oregon  lines  owned  by  the  Southern  Pa- 
cific from,  Portland  to  the  California  state  line  would  be  left  iso- 
lated as  the  Central  Pacific  properties  begin  at  the  state  line  and 
rnn  to  Tehama,  California,  north  of  Sacramento.  The  facts  that 
the  Central  Pacific  owns  the  direct  line  to  Ogden  from  Sacramento ; 
the  Southern  Pacific  owns  the  line  from  Sacramento  to  San  Fran- 
cisco via  Benicia;  the  Central  Pacific  owns  the  line  from  Sacra- 
mento to  Stockton,  while  the  Southern  Pacific  owns  the  connecting 
branches  are  used  by  the  Southern  Pacific  to  show  the  impracti- 
cability of  the  unmerger.  Likewise,  iu  the  matter  of  terminals, 
sometimes  in  the  hands  of  the  Central  Pacific  and  sometimes  in  the 
hands  of  the  Southern  Pacific,  there  is  further  proof  of  the  compli- 
cations, it  is  claimed.  Rolling  stock  and  railway  shops  are  also 
brought  into  the  matter. 

Recognizing  the  temporary  disturbance  which  may  result  from 
the  unmerger  along  with  its  plans  for  joint  and  common  use  of 
tracks  and  terminals,  these  objections  connected  with  impracticality 
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seem  to  be  overdone.  In  fact  some  of  them  for  purposes  of  arous- 
ing public  opinion  along  tbe  existing  Southern  Pacific-Central  Pa- 
cific properties  are  ridiculous. 

There  is  nothing  impractical  in  provisions  for  joint  and  com- 
mon use  of  the  tracks  and  terminals.  From  the  record  of  the  agree- 
ments dated  February  9,  and  February  14,  1913,  printed  in  full  in 
Prot.  Ripley’s  report  the  practicality  of  the  arrangements  con- 
nected with  an  unmerger  are  admitted  by  the  Southern  Pacific. 

The  provisions  of  these  agreements  are  condensed  by  Stuart 
Daggett,  professor  of  railway  economics  at  the  University  of  Cali- 
fornia, and  author  of  the  History  of  the  Southern  Pacific  (1921), 
as  follows : 

“First:  The  lease  for  999  years  by  the  Central  Pacific  of  its 
line  of  railroad  from  Tehama,  California,  to  the  Oregon  line,  to 
the  Southern  Pacific  Railroad  Company  at  an  annual  rental  of 
5 per  cent  upon  the  value  of  such  line  from  Tehama  to  the  Oregon 
line. 

Second : The  sale  by  tbe  Central  Pacific  to  the  Southern  Pacific 
Railroad  Company  of  the  line  of  railroad  from  Weed,  in  Siskiyou 
County,  California,  to  Natron,  Oregon. 

Third : The  lease  for  999  years  by  the  Southern  Pacific  and  the 
Southern  Pacific  Railroad  Company  to  the  Central  Pacific  of  its 
line  of  railroad  from  Sacramento  by  way  of  Bernicia  to  Oakland 
at  an  annual  rental  of  2x/%  per  cent  upon  the  value  of  said  line.  This 
was  to  give  the  lessee  an  equal  joint  use  with  the  Southern  Pacific 
Company  of  said  line  and  no  other  line  was  to  be  admitted  to  said 
use  without  the  permission  of  said  Central  Pacific. 

Fourth:  The  lease  for  999  years  by  the  Southern  Pacific  Rail- 
road Company  and  the  Central  Pacific  to  one  another  of  the  joint 
use  of  their  respective  terminals,  including  industry  tracks,  at  all 
junctions  of  their  respective  lines  within  the  city  limits. 

Fifth : The  lease  for  999  years  by  the  Southern  Pacific  Railroad 
Company  and  the  Southern  Pacific,  to  the  Central  Pacific,  of  track- 
age and  running  rights  over  the  lines  of  the  former  companies  be- 
tween Redwood  City  and  San  Francisco,  for  through  freight  trains 
only,  at  an  annual  rental  of  5 per  cent  upon  valuation  to  be  de- 
termined as  hereinafter  set  out.” 

The  Supreme  Court  of  the  United  States  after  its  extensive  hear- 
ings of  the  case  believed  the  unmerger  to  be  practicable  and  hence 
the  order  directing  the  unmerger  directed  “in  addition,  the  several 
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terminal  lines  and  cutoffs  leading  to  San  Francisco  Bay  which 
have  been  constructed  or  acquired  during  the  unified  control  of 
the  two  systems  for  the  purpose  of  affording  direct  or  convenient 
access  to  the  bay  and  to  the  principal  terminal  facilities  about  the 
bay  should  be  dealt  with  either  by  way  of  apportionment  or  by 
provisions  for  joint  or  common  use,  in  such  manner  as  will  secure 
to  both  companies  such  full,  convenient  and  ready  access  to  the  Bay 
and  to  terminal  facilities  thereon  that  each  company  will  be  able 
freely  to  compete  with  the  other,  to  serve  the  public  efficiently,  and 
to  accomplish  the  purpose  of  the  legislation  under  which  it  is  con- 
structed. And  a like  course  should  be  pursued  in  dealing  with  the 
lines  extending  from  San  Francisco  Bay  to  Sacramento  and  to  Port- 
land, Oregon.” 

Prof.  Ripley,  in  his  plans  for  consolidation  assumes  in  his  deal- 
ing with  the  Southern  Pacific  and  Central  Pacific  that  the  joint 
and  common  use  of  tracks  and  terminals  can  be  worked  out  satis- 
factorily. In  working  out  the  balanced  competition  contemplated 
by  the  Act  he  keeps  the  north  and  south  line  from  Portland  to  San 
Francisco  in  Southern  Pacific  hands  as  a gathering  and  distri- 
buting property  as  compensation  for  the  keen  competition  its  trans- 
continental line  has  with  the  Panama  water  route.  This  seems  to 
be  wise  and  fair  to  the  Southern  Pacific.  In  view  of  the  paramount 
need  for  transportation  development  of  central  Oregon  it  is  sug- 
gested in  addition  that  there  be  granted  joint  user  privileges  of 
tracks  and  terminals  between  Eugene  and  Odell,  Marshfield  and 
Portland  to  the  Union  Pacific  in  order  that  the  line  across  state  could 
get  more  of  the  general  and  lumber  traffic  while  building  up. 

The  Southern  Pacific  is  making  only  about  2 per  cent  on  its 
Oregon  properties.  To  let  the  Union  Pacific  have  joint  use  of  its 
tracks  and  terminals  would  take  away  much  business  and  put  it 
still  further  back,  it  is  claimed.  This  does  not  tally  up  with  the 
proposals  worked  out  by  the  Southern  Pacific  itself  in  1913  in  try- 
ing to  do  just  some  of  these  things  nor  is  it  the  experience  of 
hundreds  of  common  user  contracts  the  United  States  over.  The 
ordinary  contract  calls  for  the  annual  rental  of  2%  per  cent  to 
the  owner  besides  division  of  taxes,  maintenance  costs  and  so  forth. 
That  is  better  than  the  Southern  Pacific  is  doing  now.  In  addition 
it  seems  to  have  been  the  experience  of  the  common  user  contract 
that  business  has  been  enlarged  for  even  the  owner.  It  works  well 
between  Portland  and  Seattle  and  is  used  between  Spokane  and 
Portland  for  a much  thinner  traffic  than  the  Portland-Eugene  line. 

While  there  is  no  power  which  the  Interstate  Commerce  Com- 
mission has  to  force  the  Southern  Pacific  to  grant  common  usage 
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of  tracks  outside  a reasonable  distance  from  terminals  without  its 
consent  there  is  the  power  in  the  Act  of  1920  to  group  the  railroads 
in  such  a way  as  to  make  it  folly  for  the  Southern  Pacific  not  to 
grant  common  user  privileges.  The  Interstate  Commerce  Commis- 
sion simply  carry  out  the  Supreme  Court’s  decision  giving  all  the 
Central  Pacific  line  to  the  Union  Pacific  leaving  in  that  way  the 
Southern  Pacific  lines  isolated  in  Oregon  and  the  same  thing  would 
hold  true  of  some  of  the  Central  Pacific  lines  transferred  to  the 
Union  Pacific  unless  both  granted  user  privileges.  This  was  ail 
recognized  in  the  recent  Supreme  Court  decision  and  recommenda- 
tions were  made  by  the  court  that  the  arrangements  he  carried  out 
for  common  user. 

As  Daggett  has  put  it,  “It  is  a very  partisan  assumption  that 
all  reasonable  adjustments  will  not  he  made.” 

III.  Coming  now  to  those  who  are  affected  directly  by  un- 
merger  plans,- — -the  shippers,  we  should  look  into  the  matter  of 
service  and  rates.  Inasmuch  as  this  examination  of  the  question 
was  initiated  by  membership  on  a Western  Oregon  CIi anther  of 
Commerce  investigating  committee,  the  writer  will  state  the  case 
as  it  affects  mainly  the  shippers  of  Northern  California  and  West- 
ern Oregon. 

To  some  it  might  seem  needless  in  these  days  of  regulations  as 
to  services  and  rates  to  stress  the  place  of  the  shipper.  Take  service 
as  the  first  consideration.  Solicitation  and  procurement  of  patron- 
age on  the  basis  of  better  tracing,  speed  and  claim  service  is  highly 
important  in  traffic  management.  For  the  same  reason  urged  by 
Southern  Pacific  traffic  officials  in  testimony  in  the  Pacific  railway 
cases  for  diverting  traffic  to  the  all  Southern  Pacific  Sunset  line 
on  which  goods  could  he  attended  to  better,  there  would  be  a gain 
in  the  through  service  to  Coast  shippers  in  and  about  San  Francisco 
and  on  the  Central  Pacific  branch  lines  tributary  to  the  Ogden  line  by 
placing  the  main  Central  Pacific  Ogden  line  in  Union  Pacific  hands. 
The  same  gain  in  through  service  would  hold  time  of  shippers  on 
lines  between  Eugene  and  Portland  and  Marshfield  over  which  the 
Union  Pacific  would  get  joint  use.  In  all  these  cases  there  would  be 
competition  of  a through  Southern  Pacific  service  with  a through 
Union  Pacific  service. 

One  of  the  chief  concerns  of  several  Western  Oregon  towns  has 
been  the  problems  of  rates.  At  the  present,  while  lower  rates  to 
water  competitive  points  are  very  limited  Western  Oregon  towns 
like  Eugene,  Albany  and  Salem  are  enjoying  terminal  rates  al- 
though on  the  line  between  Portland  and  San  Francisco,  laying 
aside  any  discussion  of  the  problem  of  transcontinental  lines  being 
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allowed  to  reduce  their  rates  to  the  water  competitive  points  as 
against  the  Panama  Canal  competition,  there  does  not  seem  to  be 
anything  in  the  unmerger  which  would  in  itself  prejudice  the  case 
of  the  Western  Oregon  intermediate  points.  In  fact  other  things 
being  equal  as  we  have  stated,  they  would  have  more  reason  to 
command  terminal  I'ates. 

In  the  first  place,  in  the  Portland  Gateway  case  terminal  rates 
were  granted  under  the  restoration  of  competitive  conditions  of 
a long  Southern  Pacific  haul  clear  around  by  El  Paso  with  the 
shorter  Union  Pacific  haul  via  Portland  to  the  middle  west  or  east. 
Under  the  practical  arrangements  worked  out  by  the  Southern 
Pacific  such  would  continue  to  exist.  That  is  competition  of  routes. 
Secondly,  if  the  future  development  of  transportation  for  Oregon 
indicated  in  the  groupings  proposed  by  the  Interstate  Commerce 
Commission  and  others  ai‘e  carried  out  there  will  be  another  ground 
upon  which  the  Interstate  Commerce  Commission  has  just  decided 
many  cases,  namely  competition  at  junction  points.  Thirdly,  there 
is  still  another  excellent  ground  upon  which  many  recent  cases 
have  been  decided,  namely  the  establishment  of  business  under 
terminal  rates.  Eugene,  Salem  and  other  towns  are  in  the  position 
since  1913  of  having  built  up  warehouses  on  terminal  rates. 
Fourthly,  at  about  the  time  of  the  granting  of  these  terminal  rates 
the  Great  Northern  came  in  with  its  Oregon  Electric  and  adds  an- 
other reason  why  Eugene  and  points  like  it  to  Portland  will  continue 
to  receive  terminal  rates. 

Finally,  on  the  other  hand,  unless  Eugene  and  other  geograph- 
ically intermediate  points  are  protected  by  the  encouragement  and 
building  in  of  new  transcontinental  competitors  such  as  the  un- 
merger would  bring  about  there  is  immediate  danger  that  the  term- 
inal rates  will  be  taken  away.  According  to  the  latest  reports  from 
petitions  filed  with  the  Interstate  Commerce  Commission  the  South- 
ern Pacific  is  asking  for  the  reduction  of  rates  to  the  water  competi- 
tive points  the  reason  being  of  course  obvious  as  she  suffers  from 
the  Coast  to  Coast  water  competition  being  the  most  southerly  route. 
It  should  be  noted  that  at  present  the  central  and  northern  trans- 
continental lines  including  the  Union  Pacific  are  upholding  the 
existing  advantageous  rate  situation  in  which  Eugene  and  some 
other  towns  are  placed. 

IV.  The  greatest  undeveloped  section  of  the  United  States  to- 
day covering  an  area  for  Southeastern  Oregon  alone  of  22,500  square 
miles,  of  which  533,000  acres  are  now  under  irrigation,  613,000  acres 
are  now  proposed  for  irrigation,  and  327,340  acres  of  swamp  land 
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are  to  be  reclaimed,  awaits  adequate  transportation  facilities  and 
atjhe  same  time  present  some  imperative  problems  in  military 
connections. 

Prof.  Ripley  graphically  described  this  territory  in  bis  report: 

“The  broadest  national  interests  invite  attention  to  the  course  of 
future  construction  in  the  great  undeveloped  triangle,  with  its  west- 
ern base  on  Portland-Sacramento  and  its  apex  at  Salt  Lake  City. 
This  great  domain,  bounded  on  the  west  and  south  by  the  Southern 
Pacific  lines,  and  on  the  north  by  the  Oregon  Short  Line,  was  ap- 
parently marked  by  the  late  E.  H.  Harriman  for  exclusive  develop- 
ment, upon  acquisition  by  the  Union  Pacific  of  the  Southern  Pacific 
in  1901.  Then  came  the  invasion  from  the  north  of  the  Hill  inter- 
ests, which  projected  a line  down  the  Deschutes  River,  evidently 
headed  for  San  Francisco.  Harriman  retaliated  by  the  Columbia 
River  construction,  entered  Seattle,  and  immediately  proceeded  to 
parallel  tbe  Deschutes  River  line.  His  plans  contemplated  a line 
from  Ontario  on  the  eastern  boundary  straight  across  southern 
Oregon  to  Crescent  Lake,  near  which  a junction  would  be  effected 
with  the  line  down  the  Deschutes  River.  The  natural  continuation 
of  this  line  to  the  west  would  then  come  out  at  Eugene,  Oregon,  on 
the  San  Francisco-Portland  main  line.  This  construction  was  halted 
by  the  federal  dissolution  suits.  For,  obviously,  there  was  danger 
that,  if  built,  tbe  line  might  go  to  a rival  company.  From  the 
national  point  of  view,  the  important  line,  stragetieallv,  is  the  con- 
tinuation of  the  north-and-south  Deschutes  River  line  to  complete 
another  route  between  the  Columbia  River  and  California.  This 
project  is  the  so-called  Oregon  Trunk  Railway.  It  would  come  out 
at  the  southern  end  by  Klamath  Falls,  and  so  on  to  a connection  at 
Weed  with  the  Southern  Pacific  at  San  Francisco.  The  larger  sig- 
nificance of  this  project  is  that  it  would  provide  the  Pacific  Coast 
with  at  least  two  through  lines  of  railway  to  connect  Washington 
and  California.  Southern  California  has  three  railroads  north  and 
south,  parallel  to  the  coast.  Northern  California  and  Oregon,  at 
the  narrowest  point  in  Oregon,  have  only  one  complete  through 
line.  Two  roads  are  built  part  way;  but  from  Tehama  to  Eugene 
there  is  but  a tenuous  line  of  communication.  A trestle  blown  up; 
a tunnel  wrecked  in  time  of  war  would  compel  military  communi- 
cation to  take  place  by  encircling  the  entire  huge  triangle  east  to 
the  Great  Salt  Lake.  The  need  of  such  another  interior  north-and- 
south  line  of  communication  was  clearly  demonstrated  in  the  late 
war.  North,  in  Washington  the  military  necessities  are  adequately 
covered.  Complete  protection  would  not  be  afforded,  however, 
merely  by  effecting  a junction  of  the  Oregon  Trunk  Railway  into 
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Weed.  There  would  still  be  a little  stretch  in  northern  California 
with  but  a single  line  of  communication.  The  program  ultimately 
necessary  for  completion  of  an  entire  interior  line  of  communica- 
tion should  be  the  reconstruction  of  the  Nevada-California  Oregon 
Railway  from  Reno,  Nev.,  north,  acquired  by  the  Western  Pacific 
in  1917;  bringing  it  to  standard  gauge;  and  then  completing  it  to  a 
connection  from  the  north  with  the  Deschutes  line.  Thus  would  be 
provided  a military  detour  route  which  might  be  of  great  import- 
ance in  time  of  need.” 

But  let  us  advance  to  the  consideration  of  the  problems  of  trans- 
portation development  and  needs  which  may  be  settled  in  the 
unmerger  case.  For  purposes  of  convenience  we  can  separate  these 
into  two  parts,  first,  the  necessity  of  making  provisions  for  a direct 
line  to  the  Coos  Bay  district,  and  secondly,  the  necessity  of  trans- 
portation development  in  southeastern  Oregon.  It  is  the  opinion 
of  the  writer  that  now  is  an  opportune  time  while  arrangements  for 
unmerger  are  pending  to  project  a plan  of  transportation  which 
will  look  into  the  future.  On  the  Oregon  Coast  south  of  the  Col- 
umbia there  are  several  harbors,  the  chief  of  which  is  at  Marshfield 
in  the  Coos  Bay,  and  which  are  practically  the  only  sure  promises 
of  large  port  activity  between  the  Columbia  and  San  Francisco.  Al- 
ready they  are  thriving  export  districts  in  the  lumber  trade,  served 
by  the  Southern  Pacific  line  to  Eugene  where  they  connect  with 
the  Portland-San  Francisco  haul  of  the  Southern  Pacific,  and 
Marshfield  through  the  recent  Congressional  rivers  and  harbors 
appropriations  is  making  great  preparations  to  be  a leading  port 
of  the  Pacific  Coast.  It  would  be  a great  step  forward  in  trans- 
portation development  of  Oregon  and  of  the  Pacific  Coast  if  the 
Union  Pacific  extended  direct^  across  Oregon  from  Crane  to  Odell 
connecting  up  with  Eugene,  and  joint  user  privileges  were  allowed 
the  Union  Pacific  from  Odell  to  the  Coos  Bay  District.  The  results 
would  be  a lucrative  lumber  traffic,  under  the  stimulus  of  the  two 
systems  competing  in  service  and  facilities,  amply  able  to  support 
both  lines  and  at  the  same  time  the  opening  up,  through  these  di- 
rect connections,  of  a port  district  which  by  economic  and  geo- 
graphical location  is  destined  to  a great  future. 

Dr.  Warren  D.  Smith,  head  of  the  Geology  Department  of  the 
Effiiversity  of  Oregon,  recently  Chief  of  the  Bureau  of  Mines  in  the 
Philippines,  and  author  of  the  Economic  Geography  of  Oregon, 
makes  this  statement  in  reference  to  the  proposed  extension  across 
state  to  connect  at  Eugene.  “The  completion  of  this  extension  would 
connect  eastern  Oregon  by  way  of  Eugene  and  the  Willamette  with 
another  port,  that  of  Marshfield,  which  in  many  ways  is  better 
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situated  and  more  likely  to  become  a world  port  than  is  Portland, 
and  the  city  of  Eugene  occupying  its  very  stragetic  position  at  the 
head  of  the  Willamette  valley  as  a gate  city  will  be  greatly  bene- 
fitted  thereby.  Eugene  can  hardly  fail  to  become  in  time  the  rail- 
road center  of  the  state  of  Oregon.  The  time  when  it  becomes  so 
may  be  postponed,  but  the  geography  of  the  situation  cannot  be 
altered  or  avoided.” 

As  to  the  transportation  need  and  problems  of  the  vast  unde- 
veloped section  mostly  made  up  of  southeastern  Oregon,  the  Public 
Service  Commission  of  Oregon  adopting  a neutral  stand  on  the  un- 
merger case  on  account  of  Portland  and  eastern  Oregon  leaning 
toward  the  Union  Pacific  side  and  western  Oregon  to  the  Southern 
Pacific  presents  the  transportation  needs  of  Oregon  and  proposes 
liow  they  can  be  met  in  a complaint  against  the  existing  trans- 
portation companies  nearing  the  regions.  The  Commission  states 
that  the  existing  routes  are  “so  tedious  and  circuitous  that  they  con- 
stitute continual  inconvenience  to  all  inhabitants  of  the  State  of 
Oregon,  and  are  particularly  disadvantageous  in  the  marketing 
of  our  products; 

That  lumber,  manufactured  in  the  western  part  of  the  state 
and  moving  to  the  east,  must  necessarily  either  move  northward 
through  Portland  or  southward  through  Californian  points;  and 

That  farm  products  raised  in  the  eastern,  central  and  southern 
parts  of  the  state  are  required  to  move  by  excessive^  circuitous 
routes  in  order  to  reach  Portland,  our  principal  seaport  and  con- 
suming market;  and,  by  reason  of  the  aforesaid  circuitous  round- 
about and  indirect  railroad  routes,  are  subjected  to  excessive  de- 
lay and  excessive  freight  rates. 

That  at  the  present  time  there  is  no  adequate  and  efficient  line 
of  railroad  for  the  transportation  of  freight  and  passengers  from 
Lakeview,  Oregon,  to  Portland,  Oregon;  from  Klamath  Falls,  Ore- 
gon, to  Portland,  Oregon;  from  Burns,  Oregon,  to  Portland,  Oregon; 
from  Crane,  Oregon,  to  Portland,  Oregon;  and  the  public  conveni- 
ence and  necessity  require  and  demand  that  an  adequate  and  ef- 
ficient line  of  railroad  for  the  transportation  of  freight  and  pas- 
sengers be  constructed  and  extended  from  Crane,  Oregon,  to  Odell, 
Klamath  County,  Oregon;  from  Bend,  Oregon,  to  Odell,  Oregon; 
from  Eugene,  Oregon,  to  Odell,  Oregon;  from  Crane,  Oregon,  to 
Burns,  Oregon;  from  Lakeview,  Oregon,  to  Klamath  Falls,  Oregon; 
or  from  Lakeview,  Oregon,  north  to  connect  with  the  proposed 
Crane-Odell  line.” 
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The  savings  in  distance  of  lines  built  as  above  are  as  follows: 

“The  distance  between  Klamath  Falls,  Oregon,  and  Portland, 
Oregon,  would  be  reduced  by  said  extension  from  508.5  miles  to 
approximately  383  miles  via  Bend,  Oregon,  thence  north  to  the 
Columbia  River,  thence  westward  to  Portland,  and  approximately 
305  miles  via  Odell  and  Eugene,  Oregon. 

The  distance  between  Crane,  Oregon,  and  Portland,  Oregon, 
would  be  reduced  from  558.4  miles  to  approximately  408  miles  via 
Odell  and  Eugene,  Oregon. 

The  distance  from  Lakeview,  Oregon,  to  Portland,  Oregon, 
would  be  reduced  from  995.2  miles  to  483  miles  via  Bend,  Oregon, 
or  407  miles  via  Klamath  Falls,  Odell  and  Eugene,  Oregon. 

The  distance  between  Eugene,  Oregon,  and  Ontario,  Oregon, 
would  be  reduced  from  555.5  miles  to  approximately  408  miles  via 
the  proposed  Crane  and  Odell  line. 

The  distance  between  Ashland,  Oregon,  and  Ontario,  Oregon, 
would  be  reduced  from  773.9  miles  to  approximately  620.9  miles.” 

In  addition  to  savings  in  the  distance  it  is  stated  the  completion 
of  the  line  from  Eugene  to  Weed,  California,  by  making  up  the  gap 
between  Kirk  and  Oakridge  would  cut  down  excessive  costs  in 
hauling  over  the  Siskiyou  mountains  and  would  lessen  the  time  of 
through  passenger  trains  between  Portland  and  San  Francisco  by 
approximately  two  and  one-half  hours.  As  for  the  line  across  state 
from  Crane  to  Odell  and  on  through  Eugene,  thence  up  to  Portland, 
when  projected  by  the  Iiarriman  people  at  a time  when  the  South- 
ern Pacific  w'as  part  of  the  system  and  when  the  Union  Pacific 
could  therefore  count  on  the  traffic  from  Coos  Bay  and  Willamette 
Valley  to  make  the  line  across  the  undeveloped  part  of  the  state 
feasible,  in  addition  to  the  savings  in  distance  as  compared  with 
the  Columbia  route,  there  was  to  be  the  saving  of  the  costly  haul 
over  the  Blue  mountains  in  northeastern  Oregon. 

However,  the  mere  presentation  of  a complaint  by  the  Public 
Service  Commission  of  the  State  of  Oregon  asking  the  Interstate 
Commerce  Commission  to  issue  a writ  of  public  convenience  and 
necessity  for  the  carriers  to  make  such  extensions  will  not  enable 
the  Interstate  Commerce  Commission  to  see  its  way  clear  to  make 
such  orders.  It  is  charged  with  observing  the  Transportation  Act 
of  1920  and  must  in  its  plans  for  consolidation  and  other  arrange- 
ments protect  the  carriers.  That  this  is  evidently  in  the  mind  of 
the  Public  Service  Commission  is  seen  in  these  words  at  the  close  of 
its  complaint,  “and  that  such  further  order  be  made  giving  such 
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constructed  lines  such  joint  and  common  use  of  existing  lines  as 
will  warrant  such  construction.” 


In  addition  the  Commission  enumerates  the  conditions  which  it 
believes  will  make  such  extensions  of  lines  feasible. 

In  a very  recent  case  concerning  two  railway  extensions  in 
Montana,  the  Interstate  Commerce  Commission  refused  a certificate 
of  public  convenience  and  necessity  on  the  grounds  that  evidence 
was  lacking  of  traffic  sufficient  to  pay  a fair  return  upon  invest- 
ment. It  is  pertinent  then  to  examine  the  proposition  put  up  by  the 
Public  Service  Commission  of  Oregon  and  see  what  arrangements 
in  the  unmerger  case  could  be  made  so  as  to  make  the  extensions 
sought  feasible. 

Relying  on  the  authority  of  Dr.  Warren  D.  Smith  who  examined 
carefully  the  complaint  of  the  Public  Service  Commission  of  Ore- 
gon, the  writer  quotes  as  follows: 

“With  reference  to  the  mineral  deposits  in  the  region  of  the 
proposed  railroad  extensions  as  mentioned  in  one  paragraph  of 
the  brief  for  the  state  commission  to  the  Interstate  Commerce  Com- 
mission, 1 may  state  that  there  is  serious  question  as  to  the  value  of 
the  mineral  deposits  at  present  known  in  that  region.  Practically 
the  whole  of  eastern  Oregon  with  the  exception  of  the  Blue  moun- 
tains country  is  an  elevated  plateau  formed  by  extensive  lava  flows 
in  some  places  3000  feet  thick  and  the  lava  is  generally  of  a basaltic 
nature  in  which  in  scarcely  any  part  of  the  world  are  valuable 
mineral  deposits  found.  There  are  exceptional  instances  of  course. 
Personally  I know  of  no  valuable  mineral  deposits  in  that  region 
except  soda  deposits  in  a tew  of  the  lakes  like  Summer  lake  which 
will  be  discussed  in  another  paragraph. 

There  has  been  considerable  investigation  of  the  suspected  oil 
deposits  in  eastern  Oregon  but  the  best  opinion  of  geologists  who 
have  worked  in  that  part  of  the  state  is  against  probability  of  there 
being  any  commercial  oil  deposits  in  that  region.  A recent  bulletin 
of  the  State  Bureau  of  Mines  and  Geology,  covering  the  work  of 
Professor  Buwalda  of  Yale  University,  gives  the  conclusion  that 
there  is  little  prospect  of  a commercial  supply  of  oil  being  found 
in  that  region.  My  own  limited  investigations  around  Klamath 
Falls  confirm  this  opinion.  There  remain  now  only  the  soda  de- 
posits which  are  known  to  exist  and  possibly  potash  salts  which 
might  lie  more  deeply  buried. 

There  has  been  investigation  of  sodium  nitrate  deposits  and  the 
possibility  of  other  valuable  salts  in  eastern  Oregon  for  a number 
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of  years.  While  some  commercial  soda  can  be  obtained  from  evap- 
oration of  the  waters  of  several  lakes  in  that  region,  particularly 
Summer  lake  and  Abert  lake,  the  possibility  of  locating  salt  beds 
of  any  thickness  below  the  surface  has  been  scouted  by  several 
investigators,  both  from  the  State  Bureau  of  Mines  and  Geology 
and  from  the  U.  S.  Geological  Survey.  In  an  article  in  the  Mining 
and  Scientific  Press,  Volume  117,  pp.  285-289  under  the  date  of 
August  31,  1918,  Mr.  Ira  A.  Williams  makes  the  statement  that 
where  excavations  have  been  made  in  the  tuffaceous  deposits  of 
that  region  where  salt  encrustations  have  been  found  on  the  sur- 
face within  a short  distance  from  the  surface  these  salts  become 
less  and  less  prominent  and  gradually  disappear. 

There  remains  then  the  possibility  of  getting  salts  from  the  sur- 
face margins  of  these  gradually  drying  up  playa  lakes.  Mr.  E.  E. 
Free  in  bulletin  No.  54,  U1.  S.  Department  of  Agriculture,  con- 
cludes, from  topographic  evidence  gained  after  a personal  investi- 
gation of  most  of  the  enclosed  basins  of  that  region,  that  only  two 
of  these  lakes,  Harney  and  Alvord,  are  favorable  for  the  accumula- 
tion of  potash  deposits  and  that  Abert  lake  gives  some  promise 
though  not  as  much  as  these  other  two.  So^you  will  see  that  the 
statement  indicating  that  there  are  deposits  of  valuable  salts  60 
feet  thick  in  that  region  is  open  to  more  or  less  question. 

The  statement  with  reference  to  the  fertility  of  the  soils  of  that 
region,  once  water  is  available  through  irrigation  projects,  I think 
cannot  be  questioned.  It  can  easily  be  seen  that  soils  which  have 
not  been  leached  by  excessive  rainfall  would  contain  more  valuable 
soluble  mineral  matter  for  plant  use  than  soils  in  regions  of  ex- 
cessive humidity.  The  results  obtained  in  the  Imperial  Valle3r  of 
California  amply  prove  that  arid  soils  are  more  fertile  once  water 
is  brought  to  them  than  soils  in  a region  like  western  Oregon,  for 
instance.  Arid  soils  are  even  richer  than  soils  in  the  tropics  where 
the  rainfall  is  excessive.  Fertility  of  soil  does  not  depend  upon 
rainfall,  but  upon  the  amount  of  available  mineral  matter  which 
can  be  used  as  plant  food.  Therefore  we  can  safely  predict  ex- 
cellent returns  from  the  soils  of  that  region  provided  irrigation  is 
supplied.” 

It  seems  then,  that  upon  competent  study,  mines  and  commercial 
deposits  of  soda  cannot  be  counted  upon  to  make  these  lines  feasible 
in  and  of  themselves.  Schemes  of  irrigation  and  reclamation  take 
some  time  to  get  under  way,  first  as  to  construction  and  second  as 
to  the  crops  obtained.  On  the  other  hand,  the  startling  figures  as 
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to  the  immense  amount  of  timber  in  southeastern  Oregon,  a large 
part  of  which  is  ready  for  cutting,  are  not  exaggerated. 

But  the  important  point  to  note  in  regard  to  this  lumber  traffic 
is  the  location  of  the  timber  tracts.  There  is  practically  no  timber 
along  the  proposed  main  trunk  line  extension  from  Crane  to  Odell 
to  be  built  by  the  Union  Pacific.  This  then  still  further  reduces 
the  question  of  feasibility  unless  proper  arrangements  are  made  for 
joint  and  common  use  by  the  Interstate  Commerce  Commission. 
Extensions  prayed  for  in  the  Public  Service  Complaint  would  be 
up  north  to  Burns  and  south  to  Lakeview.  But  the  lumber  traffic 
tapped  as  a result  might  or  might  not  pay  the  expenses  of  these 
extensions  let  alone  of  the  trunk  line.  The  lumber  business  is 
precarious  at  best  for  the  Pacific  Coast  interests  and  on  account  of 
the  long  haul  to  market  and  the  bulky  nature  of  the  commodity  the 
ton  mile  revenue  is  extremely  low.  The  greatest  body  of  timber 
and  ready  for  cutting  would  lie  on  the  line  from  Odell  over  the 
Cascades  to  Eugene,  which  will  be  in  the  hands  of  the  Southern 
Pacific  as  Central  Pacific  properties  if  things  remain  as  they  are, 
with  all  its  interests  and  solicitation  pulling  for  its  own  haul  over 
by  Klamath  Falls  and  south  by  the  California  lines.  Even  if  the 
main  Ogden  stem  of  the  Central  Pacific  were  taken  out  of  the 
Southern  Pacific  system  but  the  Weed-Klamath  Falls,  Odell-Eugene 
line  as  a Siskiyou  elimination  were  held  in  the  Southern  Pacific 
system  the  lumber  would  be  solicited  to  go  by  California.  If  des- 
tined for  the  states  around  Utah  the  Southern  Pacific  would  have 
at  least  half  the  haul  dividing  with  the  line  from  Sacramento  to 
Ogden  and  if  destined  for  the  East  and  points  east  of  the  Missouri 
River  it  would  have  excellent  100%  hauls  by  Interstate  Commerce 
Commission  plan  of  consolidation  with  the  Rock  Island.  The 
shipper  technically  has  the  right  to  designate  the  routing  of  his 
freight  but  in  practice  and  as  has  been  shown  beyond  question  in 
the  testimony  before  the  Supreme  Court  active  solicitation  and 
strong  representation  in  local  interests  make  the  carriers  to  de- 
termine the  route.  Under  such  conditions  the  trunk  line  across 
Oregon  is  not  feasible. 

Joint  and  common  use  arrangements  are  a necessity  to  make 
the  Union  Pacific  trunk  line  across  Oregon  feasible  not  only  of 
the  line  from  Odell  to  Eugene  if  this  part  of  the  Central  Pacific 
property  remains  in  the  Southern  Pacific’s  hands,  but  also  of  the 
lines  between  Eugene  and  Portland  and  Marshfield.  Two  traffic 
considerations  by  this  arrangement  would  make  the  line  across 
state  feasible.  We  have  shown  elsewhere  that  the  rentals  paid, 
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division  of  costs,  and  increase  of  business  would  not  hurt  the  South- 
ern Pacific  but  really  benefit  it.  On  the  other  hand  the  chance  to 
compete  for  a share  of  the  lumber  traffic  between  Marshfield  and 
Eugene  would  add  to  the  same  for  the  line  between  Eugene  and 
Odell  and  help  pay  for  the  line  across  state. 

But  to  rely  on  lumber  traffic  so  much  which  is  so  directly  af- 
fected by  business  conditions  over  the  country  and  of  which  the 
coastwise  carriers  are  taking  off  an  ever  increasing  proportion 
for  the  Eastern  markets  would  be  financial  folly  for  an  extension 
over  an  undeveloped  country  as  this  would  be.  Diversification  of 
traffic  is  needed  to  give  stability  to  the  enterprise.  Several  other 
commodities  need  to  make  up  a large  share  of  the  revenues.  The 
strength  of  the  Southern  Pacific  System  has,  to  a large  degree,  been 
in  its  diversification  of  traffic.  Dr.  Stuart  Daggett,  in  his  history 
of  the  Southern  Pacific,  shows  that  for  no  exceptional  year  like 
1900,  “22%  of  the  freight  carried  by  the  Southern  Pacific  fell  in 
the  class  of  products  of  agriculture,  17%  was  manufactures,  15% 
was  products  of  the  forest,  10%  products  of  mines,  8%  merchandise 
and  4%  animal  products.”  Joint  and  common  user  privileges  be- 
tween Eugene  and  Portland  over  the  Southern  Pacific  would  give 
the  Union  Pacific  line  across  state  which  was  planned  in  Harriman 
days  when  the  Southern  Pacific  was  part  of  the  Harriman  system, 

t a paying  traffic  to  and  from  points  between  Eugene  and  Port- 
id  and  second,  an  advantage  as  a direct  line  eliminating  the  ex- 
,ang  costly  and  roundabout  haul  made  up  of,  first  the  Blue  moun- 
tain grades  and  curves,  and  second,  round  to  the  Willamette  valley 
by  Portland.  These  two  gains  coupled  with  participation  in  the 
lumber  traffic  between  Odell  and  Marshfield  already  described 
should  make  the  Union  Pacific  extension  feasible. 

In  conclusion  it  is  the  opinion  of  the  writer  that,  inasmuch  as 
the  United  States  Supreme  Court  after  complete  and  extensive 
hearings  has  decided  recently  for  the  unmerger  on  principles  not 
inconsistent  with  the  Transportation  Act  of  1920  and  that  legal 
opinion  is  to  the  effect  that  the  Sherman  Anti-Trust  Law  has  not 
been  repealed  with  respect  to  transportation,  there  is  force  to  the 
conclusion  that  the  Interstate  Commerce  Commission  must  con- 
der  the  Supreme  Court’s  decision  in  the  merits  of  the  case.  As 
> the  merits  of  case,  aside  from  the  legal  question  involved,  view- 
g the  question  from  both  a national  and  northwest  standpoint, 
•ofessor  Ripley’s  plan  for  the  unmerger  of  the  properties;  the 
nking  of  the  Central  Pacific  main  Ogden  transcontinental  line 
ith  the  Union  Pacific;  arrangements  as  to  common  or  joint  use  of 
entral  and  Southern  Pacific  lines  and  properties  around  San 


Francisco;  the  maintenance  of  the  north  and  south  haul  between 
Portland  and  San  Francisco  under  Southern  Pacific  control  in- 
volving possible  a long  time  lease  of  the  Central  Pacific  properties 
between  Tehama  and  Hornbrook;  and  the  granting  of  common  user 
privileges  on  Southern  Pacific  lines  from  Eugene  to  Portland, 
Marshfield,  and  Odell  so  as  to  make  the  Union  Pacific  line  across 
Oregon  feasible;  first,  would  be  good  public  policy;  second,  is 
practicable;  third,  would  better  existing  business  conditions;  and 
fourth,  would  provide  more  adequately  for  future  transportation 
development.  The  bare  outline  has  been  made  by  the  writer  as 
implicit  confidence  is  placed  in  the  ability  of  the  Interstate  Com- 
merce Commission  to  work  out  the  practical  details  of  the  un- 
merger. 


